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the  Utility  Review  Committee  herewith  suhmits  its  report 
to  the  General  Assembly  for  the  1981-35  biennium. 

Furthermore,  this  report  contains  the  findings  and 
recommendations  of  the  Utility  Review  Committee  to  the 
Governor  and  General  Assembly  after  having  investigated 
the  present  and  future  need  and  justification  for 
inclusion  in  the  rate  base  of  public  utilities  construc- 
tion work  in  progress,  as  provided  for  in  G.S.  52-155(t))  (1) . 
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BACKGROUND,  AUTHORITY,  and  PURPOSE 
of  the  UTILITY  REVIEW  COMMITTEE 

The  Utility  Review  Committee  (URC)  was  created  in  1975  as 
a  permanent  committee  of  the  General  Assembly  with  an  initial 
term  of  five  years  expiring  June  30,  1980.   Resolution  100 
(S.R.  549)  of  the  Session  Laws  of  1975.   In  1979  the  General 
Assembly  extended  the  term  of  the  URC  until  June  30,  1985. 
Resolution  78  (H.R.  1377)  of  the  Session  Laws  of  1979.   These 
resolutions  were  later  confirmed  and  re-enacted  by  reference 
in  Section  61,  Chapter  1127  of  the  Session  Laws  of  1981,  with 
all  acts  done  under  their  authority  being  ratified. 

The  URC  is  a  joint  committee  of  the  General  Assembly  with 
three  members  each  from  the  Senate  and  the  House.   Its  general 
purpose  is  to  evaluate  the  actions  of  the  State  Utilities 
Commission  and  the  Public  Staff,  analyze  the  operations  of  the 
utility  companies  operating  in  North  Carolina,  and  make 
periodic  reports  and  recommendations  to  the  General  Assembly. 
Sections  1  and  6,  Resolution  78  (H.R.  1377)  of  the  Session 
Laws  of  1979;  Sections  1  and  6,  Resolution  100  (S.R.  549)  of 
the  Session  Laws  of  1975.   Pursuant  to  those  resolutions  and 
Section  61,  Chapter  1127  of  the  Session  Laws  of  1981,  the  URC 
may  exercise  the  following  powers: 


(1)  Reviev;  the  interim  and  final  orders  of  the  State 
Utilities  Commission  to  the  end  that  members  of  the 
General  Assembly  may  better  judge  whether  they  serve 
the  best  interest  of  the  citizens  of  North  Carolina, 
individual  and  corporate; 

(2)  Review  the  programs,  projects,  sources  and  amounts 
of  income,  performance,  and  accomplishments  of  the 
utility  companies  doing  business  in  North  Carolina 
to  determine  whether  expenditures  plowed 

back  into  the  rate  structure  were  in  all  cases 
appropriate  and  necessary; 

(3)  Inquire  into  the  role  of  the  State  Utilities 
Commission,  the  Public  Staff,  and  the  utility 
companies  in  the  development  of  alternate  sources  of 
energy; 

(4)  Inquire  into  the  individual  and  collective  effort 
of  the  utility  companies  to  encourage  the 
conservation  of  energy  thereby  reducing  requirements 
for  additional  generating  facilities; 

(5)  Submit  evaluations  to  the  General  Assembly,  from 
time  to  time,  of  the  performance  of  the  State 
Utilities  Commission,  the  Public  Staff,  and  the 
various  utilities  operating  in  the  State. 


In  addition  to  those  broad  continuing  assignments,  the 
General  Assembly  from  time  to  time  directs  the  URC  to 
undertake  specific  assignments.   Section  5,  Chapter  1197  (H.B. 
1594)  of  the  Session  Laws  of  1981,  directed  the  URC  to 
"investigate  the  present  and  future  need  and  justification  for 
inclusion  in  the  rate  base  of  public  utilities  construction 
work  in  progress,  as  now  provided  for  in  G.S.  62-133  (b)  (1), 
and  report  its  findings  and  recommendations  to  the  Governor 
and  General  Assembly  in  the  1983  Session." 

The  purpose  of  this  report  is  to  fulfill  that  specific 
direction  of  the  General  Assembly,  as  well  as  to  fulfill  the 
Committee's  general  and  on-going  obligation  to  provide 
information  to  the  General  Assembly  relating  to  public 
utilities  operating  in  the  state. 


CONSTRUCTION  WORK  IN  PROGRESS 

Recommendation  of  the  Utility  Review  Committee 

After  extensive  testimony  the  Utility  Review  Committee 
concluded  that  at  the  present  time  no  changes  should  be  made 
in  the  law  concerning  construction  work  in  progress  (CWIP) . 
In  general,  the  Utility  Review  Committee  feels  that  too  little 
time  has  passed  since  the  1982  amendment  to  G.S.  62-133  (b)  (1) 
to  judge  how  well  discretionary  CWIP  works  for  the  utilities 
and  consumers  in  North  Carolina.   The  State  Utilities 
Commission  should  be  allowed  to  conclude  its  rule-making 
proceeding  concerning  CWIP  and  implement  the  result. 

History  •   - 

In  rate  making  cases  in  North  Carolina  prior  to  July  1, 
1979,  the  cost  of  construction  work  in  progress  (CWIP)  could 
not  be  used  to  determine  the  amount  of  a  utility  company's 
investment  for  the  purpose  of  fixing  a  fair  rate  of  return. 
This  was  because  prior  to  that  time  G.S.  62-133  (b)  (1)  provided 
that  the  State  Utilities  Commission  could  only  consider  the 
value  of  the  public  utility's  property  "used  and  useful  in 
providing  the  service  rendered  .  .  .  .  "  y 

This  was  changed  by  Chapter  691  of  the  Session  Laws  of 
1977  which  rewrote  various  portions  of  Chapter  62  of  the 
General  Statutes  including  G.S.  62-133 (b) (1 ) .   The  new 
language  required  that  reasonable  and  prudent  expenditures  for 


construction  work  in  progress  must  be  included  as  part  of  the 
value  of  the  utility's  assets  on  which  the  rate  of  return  is 
calculated.   The  effective  date  was  July  1,  1979. 

There  was  much  disagreement  concerning  the  effect  of  this 
new  legislation.   The  public  utilities  generally  argued  that 
the  legislation  permitting  inclusion  of  construction  work  in 
progress  allowed  them  to  finance  needed  additional  plant 
capacity  without  expensive  borrowing,  the  cost  of  which  would 
ultimately  be  passed  on  to  the  consumers.   In  addition,  they 
pointed  out  that  when  a  generating  plant  is  put  into  service 
and  the  cost  of  it  is  added  to  the  rate  base  at  one  time, 
there  is  usually  a  substantial  immediate  increase  in  the  rates 
charged  to  consumers.   The  construction  work  in  progress 
provision  allowed  a  gradual  and  smooth  upward  transition  of 
the  rate. 

On  the  other  hand,  many  consumer  groups  argued  that 
requiring  construction  work  in  progress  to  be  charged  to  the 
public  resulted  in  less  prudent  management  decisions 
concerning  the  need  for  additional  generating  plants.   The 
result  would  be  the  public  paying  for  plants  that  were  begun 
but  never  completed  because  it  was  later  determined  that  they 
were  not  actually  necessary  to  meet  the  generating  needs  of 
the  utility,  or  the  public  would  be  paying  for  plants  with  too 
large  a  capacity  for  the  demand  placed  on  them.   They  argued 


that  if  the  utilities  knew  the  costs  of  their  decisions  would 
be  passed  on  to  the  consumers  rather  than  their  shareholders, 
there  would  be  no  incentive  for  good  management  practices  in 
this  area.   In  addition,  they  pointed  out  the  "opportunity 
cost"  to  the  consumer.   This  represents  the  value  of  the  loss 
of  use  of  the  money  paid  for  CWIP  by  the  consumer. 

In  1981  the  General  Assembly  passed  Resolution  77  (S.R. 
693),  generally  known  as  the  "VEPCO  Resolution."   The 
resolution  directed  the  URC  to  review  and  assess  the  concerns 
of  the  citizens  of  the  state  as  to  the  adequacy,  reliability, 
and  cost  of  electric  power,  now  and  in  the  future,  and  to 
present  a  report  to  the  1983  Session  of  the  General  Assembly 
with  any  recommendations  for  legislation  to  secure  an 
adequate,  reliable,  and  economical  supply  of  electricity  for 
the  people  of  the  state. 

The  URC  held  a  series  of  hearings  pursuant  to  that 
resolution  and,  on  June  9,  1982,  submitted  a  report  to  the 
1982  Session  of  the  General  Assembly  which  recommended 
legislation  to  change  the  method  of  making  periodic  fuel 
charge  adjustments  in  electric  utility  rates,  both  as  to  the 
frequency  of  the  adjustments  and  the  factors  which  could  be 
taken  into  account  in  allowing  or  disallowing  such 
adjustments.   Together  with  that  report  such  legislation  was 
introduced  in  the  form  of  House  Bill  1594  and  Senate  Bill  848 


Those  bills  also  contained  provisions  requiring  the  State 
Utilities  Commission  to  hold  hearings  and  investigate  the 
present  and  future  need  for  electric  utility  fuel  charge 
adjustments  and  to  report  its  findings  and  recommendations  to 
the  Governor  and  the  Utility  Review  Committee  during  the  1985 
Session.   (As  finally  passed  the  bill  required  the  report  to 
be  made  to  the  Governor  and  the  Utility  Review  Committee  by 
the  convening  date  of  the  1984  Session  of  the  General 
Assembly,  or  if  no  1984  Session  were  convened,  then  to  make 
the  report  by  the  convening  date  of  the  the  1985  Session.) 

Subsequent  to  its  introduction  this  legislation  was 
amended  so  that,  as  finally  passed,  it  not  only  changed  the 
method  of  making  fuel  charge  adjustments,  it  also  made  a 
substantive  change  in  the  method  of  allowing  returns  to  the 
utilities  on  construction  work  in  progress.   Section  6, 
Chapter  1197  of  the  Session  Laws  of  1981  (1982  Regular 
Session)  amended  G.S.  62-133  (b)  (1)  by  striking  the  words 
"shall  be  included"  (referring  to  construction  work  in 
progress)  and  replacing  them  with  the  words  "may  be  included, 
to  the  extent  the  commission  considers  such  inclusion  in  the 
public  interest  and  necessary  to  the  financial  stability  of 
the  utility  in  question."    The  effect  of  this  amendment  was 
to  give  the  State  Utilities  Commission  discretion  in  the 
inclusion  of  CWIP  in  a  utility's  rate  base. 


Proceedings  Before  the  Utility  Review  Committee 
An  additional  amendment  to  House  Bill  1594  directed  the 
URC  to  study  construction  work  in  progress  and  report  back  to 
the  1983  Session  of  the  General  Assembly.   In  accordance  with 
the  legislative  mandate  the  URC  heard  testimony  on  and 
discussed  construction  work  in  progress  at  its  meetings  of 
October  27  and  December  16,  1982. 

The  speakers  included  representatives  of  the  three 
electric  utilities,  Commissioners  and  staff  members  of  the 
State  Utilities  Commission,  members  of  the  Public  Staff,  and 
representatives  of  various  organizations  representing  the 
residential  and  commercial  consuming  public. 

The  representatives  of  the  public  utilities  argued 
strenuously  that  the  elimination  of  mandatory  construction 
work  in  progress  has  hurt  the  ability  of  the  public  utilities 
to  attract  investors.   They  felt  that  the  change  to 
discretionary  CWIP  was  sending  a  message  to  the  investment 
community  that  North  Carolina  utilities  were  not  as  attractive 
an  investment  as  they  had  been.   This  would  hurt  the  ability 
of  the  public  utilities  to  obtain  capital  to  construct 
generating  capacity  in  anticipation  of  future  needs  and  might 
cause  industries  to  choose  not  to  locate  in  North  Carolina  out 
of  a  fear  that  their  future  energy  requirements  might  not  be 
able  to  be  met.    The  representatives  of  the  utility  companies 
stressed  that  uniformity  and  certainty  with  respect  to 
inclusion  of  CWIP  in  the  rate  base  was  most  important  to  them. 
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The  utility  representatives  also  pointed  out  that 
inclusion  of  CWIP  in  the  rate  base  resulted  in  lower  costs  of 
construction  for  generating  plants  because  it  eliminated  the 
need  for  the  utility  to  borrow  money  at  interest.   They 
further  raised  the  question  of  whether  or  not  they  could 
borrow  all  the  money  they  would  need  to  meet  the  future 
generating  needs  of  the  state  even  if  they  could  afford  to  pay 
the  interest. 

In  addition,  the  utility  representatives  pointed  out  that 
deferred  CWIP  meant  there  could  be  sudden  and  drastic 
increases  in  utility  rates  when  generating  plants  came  on 
line.   They  felt  it  was  fairer  to  the  consumers  to  have  a 
gradually  increasing  bill  so  that  they  had  a  constant  idea  of 
what  their  power  was  costing  them. 

By  the  time  these  Utility  Review  Committee  hearings  were 
held,  the  State  Utilities  Commission  had  already  issued  three 
rate-making  decisions  under  the  new  CWIP  law.   These  decisions 
concerned  the  rates  of  the  three  major  electric  utilities 
doing  business  in  the  state,  Virginia  Electric  and  Power 
Company  (VEPCO) ,  Carolina  Power  and  Light  Company  (CP&L)  and 
Duke  Power  Company  (Duke) . 

In  his  testimony  before  the  URC ,  Robert  Koger,  Chairman 
of  the  State  Utilities  Commission,  discussed  those  rate  cases 
and  the  decisions  of  the  State  Utilities  Commission.   In  each 
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of  those  cases,  allowances  for  CWIP  were  granted.   CP&L  was 
granted  60%  of  its  request;  Duke  was  granted  87%  of  its 
request;  and  VEPCO  was  granted  38%  of  its  request.   A  complete 
breakdown  of  the  amounts  requested  and  granted  is  shown  in 
Table  1. 

1 

Chairman  Roger  testified  that  although  the  amounts  of 

CWIP  granted  to  the  utilities  were  different,  the  decisions 
were  nevertheless  consistent  in  the  criteria  used  to  establish 
the  amount  of  CWIP,  and  the  State  Utilities  Commission  had 
followed  the  statutory  mandate.   Each  company's  request  was 
judged  individually  against  the  standards  set  forth  in  the 
statute,  that  is,  whether,  and  to  what  amount,  the  allowance 
of  CWIP  was  in  the  public  interest  and  necessary  to  the 
financial  stability  of  the  utility  company.   Chairman  Roger 
pointed  out  that  the  language  of  the  statute,  as  amended, 
would  actually  prohibit  the  use  of  an  across-the-board 
mathematical  formula  to  determine  CWIP  for  every  rate  case. 

Chairman  Roger  said  that  the  Commission's  decisions  were 

i 
based  primarily  on  the  company's  need  to  maintain  financial 

stability.   This  translates  into  lower  capital  costs  resulting 

in  lower  electric  rates  for  consumers.   It  also  contributes  to 

a  smooth  transition  of  rates  upward  as  the  utility  increases 

its  investment  in  generating  capacity.   He  pointed  out  that 

both  the  financial  stability  of  the  utility  and  the 
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Table  1 

CONSTRUCTION  WORK  IN  PROGRESS 
ALLOWED  IN  1982  AFTER  AMENDMENT  TO  G.S.  62-133(b)(l) 


UTILITY  REQUESTED 


COMMISSION  GRANTED 


Amount 

%  of  Proposed 

Amount 

%  of  Retail 

(millions) 

Retail  Rate  Base 

(millions) 

Rate  Base 

CP&L 

$659.1 

28.87% 

$392.2 

21.46% 

Duke 

$317.1 

12.03% 

$275.9 

10.98% 

VEPCO 

$  45.4 

18.54% 

$  17.4 

8.04% 

Percent  of  Utility's 
CWIP  Request  Granted 

CP&L  60.0% 

Duke  87.0% 

VEPCO  38.0%  . 


Source:   Testimony  of  Robert  K.  Koger,  Chairman,  North  Carolina 
Utilities  Commission,  before  the  North  Carolina  Utility 
Review  Committee,  December  16,  1982. 
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smooth  upward  transition  of  utility  rates  are  in  the  public 
interest. 

A  wide  variety  of  extremely  technical  criteria  are  used 
to  determine  the  amount  of  CWIP  to  be  used  in  the  rate  base 
once  it  is  determined  that  it  should  be  included  in  a  given 
case.   These  criteria  were  reviewed  by  Chairman  Roger  who 
pointed  out  that  the  evidence  presented  by  experts  in  the  rate 
hearings  varied  dramatically,  ranging  from  0  to  100%  of  the 
level  of  CWIP  proposed  by  the  individual  utility  company.  . 

While  stressing  that  the  State  Utilities  Commission  had 
been  consistent  in  its  treatment  of  CWIP  subsequent  to  the 
amendment  of  G.S.  62-133(b)  (1),  Chairman  Roger  did  state  that 
the  Commission  was  in  the  process  of  implementing  rule-making 
proceedings  that  will  address  the  1982  amendment. 

(On  December  13,  1982,  three  days  before  Chairman  Roger's 
appearance  before  the  URC ,  the  Public  Staff  had  filed  a 
petition  requesting  the  Commission  to  institute  a  rule-making 
proceeding  to  consider  what,  if  any,  guidelines  for  inclusion 
of  CWIP  in  the  rate  base  should  be  adopted  for  electric 
utilities.   The  Commission  issued  its  order  shortly  after 
Chairman  Roger's  testimony,  on  December  22,  1982,  and 
announced  that  the  first  phase  of  the  proceeding  would  be  to 
receive  comments  and  proposed  rules,  after  which  it  would 
consider  whether  to  hold  a  public  hearing  on  the  matter.   The 
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present  deadline  for  receipt  of  comments,  proposed  standards 
and  guidelines,  or  rules,  is  July  6,  1983.   North  Carolina 
Utilities  Commission  Docket  No.  M-lOO,  SUB  95. 

Chairman  Koger  expressed  to  the  URC  the  opinion  of  the 
State  Utilities  Commission  that  no  amendments  be  made  to  the 
CWIP  law  by  the  General  Assembly. 

'  Dr.  Robert  Fischbach,  Executive  Director  of  the  Public 
Staff,  also  testified  before  the  Utility  Review  Committee.   He 
stated  that  CWIP  should  be  used  to  alleviate  cash  flow 
problems  of  utilities.   He  concluded  his  comments  by  saying: 

I  see  it  as  a  rate-making  device  to  deal  with  a 
,  .     ■         particular  kind  of  problem.   If  used  wisely,  I 
think  it  is  in  the  public  interest;  if  used 
indiscriminately,  I  don't  believe  it  is  in  the 
public  interest. 

Representatives  of  consumer  groups,  including  industrial 
users,  who  testified  before  the  Utility  Review  Committee, 
generally  supported  the  amendments  to  the  CWIP  law.         .  ^ 

A  representative  of  the  North  Carolina  Textile 
Manufacturers  Association  (NCTMA)  said  that  the  CWIP  law  as 
amended  is  a  good  one  and  should  remain  as  it  is.   The  NCTMA 
did  feel  there  is  a  need  for  a  rule-making  proceeding  by  the 
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state  Utilities  Commission  to  establish  guidelines  and  relieve 
uncertainty  among  the  public  utilities. 

The  spokesman  for  the  Conservation  Council  of  North 
Carolina  (CCNC)  said  that  the  1982  amendment  to  the  CWIP  law 
was  "the  most  progressive  utilities  legislation  that  North 
Carolina  has  approved  in  many  years."    CCNC  took  the  position 
that  under  no  circumstances  should  the  State  go  back  to  the 
old  mandatory  CWIP  law.   Three  options  were  suggested  for  CWIP 
in  the  future. 

The  first  was  to  leave  the  CWIP  law  as  it  is  and  give  the 
State  Utilities  Commission  a  chance  to  work  with  it.   The 
spokesman  for  CCNC  testified  that  on  the  whole  the  State 
Utilities  Commission  had  made  "cautious  and  responsible  use  of 
its  discretion."   The  other  two  options  suggested  were  to 
eliminate  CWIP  altogether  or  to  add  additional  restrictions  on 
CWIP  to  avoid  abuses.   One  of  these  additional  restrictions 
might  be  the  requirement  of  a  firm  and  reasonable  completion 
date  for  any  project  in  which  CWIP  was  allowed. 

The  CCNC  spokesman  also  pointed  out  that  more  and  better 
efforts  by  the  utility  companies  in  the  areas  of  conservation, 
load  management,  and  alternate  energy  sources  could  help        I 
reduce  the  need  for  capital  for  additional  generating 

capacity . 
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A  representative  of  the  Environmental  Law  Project  (ELP) 
of  the  University  of  North  Carolina  School  of  Law  also  spoke 
in  favor  of  keeping  the  amended  law  in  effect.   The  ELP 
position  was  that  mandatory  inclusion  of  CWIP  encourages 
costly  and  unneeded  power  plants  which  the  consumers  and  not 
the  shareholders  of  the  utility  company  pay  for. 


OTHER  MATTERS  BEFORE  THE  UTILITY  REVIEW  COMMITTEE 

'''.*''■■'■'■■ 

:•,  -  .;.  Among  the  other  matters  which  came  before  the  Utility 

Review  Committee  since  its  last  report  to  the  General 

Assembly,  three  are  particularly  worthy  of  note.   These  are 

natural  gas  prices,  fluidized  bed  combustion  and  the  future  of 

telecommunications  in  light  of  the  recent  restructuring   of 

the  telephone  utilities. 

Natural  Gas  Prices 

The  Utility  Review  Committee  heard  testimony  on  October 
27,  1982,  concerning  natural  gas  prices.   It  was  shown  that 
for  the  years  1977-1981  the  difference  between  what  the  gas 
utilities  were  paying  for  gas  and  what  they  were  selling  it 
for  remained  reasonably  constant.   It  was  the  wellhead  price, 
or  the  price  the  pipeline  suppliers  have  to  pay,  where 
increases  were  incurred.   It  was  suggested  by  the  Public  Staff 
that  the  only  solution  to  the  problem  of  increased  gas  prices 
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is  paying  increased  attention  to  the  various  Federal 
proceedings  which  concern  gas  prices.   The  State  Utilities 
Commission  does  retain  counsel  in  Washington,  but  the 
counsel's  workload  is  quite  heavy  and  the  services  are 
expensive . 

Fluidized  Bed  Combustion 

The  URC  heard  a  report  on  Fluidized  Bed  Combustion  (FBC) . 
This  is  a  process  where  high  sulfur  coal,  traditionally  the 
cheapest,  but  also  the  dirtiest  coal,  could  be  burned  in  power 
plants  in  such  a  way  that  the  pollutants  associated  with  it, 
which  are  commonly  believed  to  be  a  cause  of  acid  rain,  can  be 
prevented  from  going  up  the  stack.   This  would  eliminate  the 
need  for  expensive  pollution  control  equipment.   In  addition 
to  being  clean  it  is  also  a  fuel  efficient  process.    ■ 

Simply  stated,  coal  is  burned  in  combination  with 
limestone.    During  combustion  the  sulfur  in  the  coal  becomes 
bound  up  with  the  limestone  and  does  not  go  up  the  smokestack. 
The  by-product  of  this  combustion,  calcium  sulphate,  shows 
promise  as  an  agricultural  and  building  m.aterials  product. 

The  FBC  process  would  allow  construction  of  smaller  and 
cheaper  regional  and  local  generating  facilities  in  the  size 
range  of  two  hundred  megawatts.   They  could  burn  various 
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Grades  of  coal,  depending  upon  price  and  availability  and 
there  is  the  potential  for  clean  burning  of  other  solid  fuel. 

Committee  counsel*  has  done  additional  research  for  the 
Committee  on  FBC  and  reports  that  at  the  present  time  the 
Tennessee  Valley  Authority  is  operating  a  twenty  megawatt  FBC 
demonstration  boiler.   So  far  the  results  from  the 
demonstration  look  very  promising.         .  . 

A  larger  demonstration  project  has  been  proposed  for  a 
TVA  generating  facility  in  V^estern  Kentucky.   If  the  funding 
for  the  demonstration  can  be  assembled,  it  would  be  the 
largest  FBC  generating  plant  ever  built  at  160  megawatts.   It 
would  require  approximately  two  hundred  million  dollars  to 
complete.   The  bulk  of  the  funding  is  expected  to  come  from 
the  Electric  Power  Research  Institute.   The  plant  would  be 
designed  and  engineered  by  Duke  Power  Company  but  owned  and 
operated  by  TVA. 

The  Committee  has  requested  that  the  State  Utilities 
Commission  provide  information  on  what  plans  the  electric 
utilities  in  North  Carolina  have  for  the  utilization  of  FBC. 
(Utility  Review  Committee,  minutes  of  October  27,  1982.) 


*Mr.  Rose 
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Telephone  Deregulation 

The  URC  held  a  meeting  on  January  11,  1983,  for  the  • 
purpose  of  discussing  the  effects  of  deregulation  on  the 
telephone  industry  in  North  Carolina. 

The  URC  learned  that  deregulation  has  come  about  in  three 
ways.  The  first  is  the  divestiture  of  local  telephone  company 
affiliates  by  AT&T  as  a  result  of  the  United  States  Department 
of  Justice  antitrust  suit.  Second,  the  Federal  Communications 
Commission  has  taken  steps  toward  deregulation  which  has 
helped  stimulate  market  competition.  This  market  competition 
is  the  third  force  of  deregulation. 

It  was  pointed  out  to  the  URC  that  the  state  will  still 
have  control  and  jurisdiction  of  local  telephone  service  and 
intrastate  toll  service,  but  it  is  apparent  divestiture  will 
result  in  higher  local  telephone  costs,  although  service 
options  for  the  consumer  should  be  better  and  interstate  toll 
charges  cheaper. 

The  URC  received  copies  of  Preliminary  Report  on  Part  A 
of  the  Study  of  Telephone  Use,  Rates,  and  Regulations  --  The 
Definition  of  Issues  (November  23,  1982).   This  was  the  first 
report  from  the  study  conm\issioned  by  the  North  Carolina 
Agency  for  Public  Telecommunications  and  funded  by  members  of 
the  North  Carolina  Telephone  Industry.   (A  final  report  has 
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been  issued  since  the  last  meeting  of  the  URC.   It  is  entitled 
Report  on  the  Study  of  Telephone  Use,  Rates,  and  Regulations 
(1983).) 

The  URC  will  be  looking  at  the  subject  of  telephone 
deregulation  and  divestiture  and  its  effects  on  North  Carolina 
users  in  the  future. 
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